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The Trueblood Report — The End of the APB
Report of the Study Group on the Objectives of Financial Statements
Marilyn J. Nemec, CPA 
Alexander Grant & Company 
Chicago, Illinois
In April 1971, the Board of Directors of the 
American Institute of Certified Public Ac­
countants (AICPA) authorized a study to 
refine the objectives of financial state­
ments. A study group consisting of 
Robert M. Trueblood of Touche Ross & 
Co., as chairman, two other CPA's in pub­
lic accounting, two corporate executives, 
three educators and a financial analyst 
was appointed. The Study Group had the 
assistance of several others from various 
public accounting firms and universities. 
A final report, the results of the Study 
Group's months of deliberation, was 
submitted in October 1973. Copies of the 
report are available from the AICPA.
The members of the Study Group ad­
dressed themselves to ends, not means, in 
developing financial statement objectives 
and concerned themselves with the na­
ture of the needed information and not 
with the problems of auditing such in­
formation. They concluded that the objec­
tives developed were to be looked upon as 
attainable in stages within a reasonable 
time and urged that the conclusions 
reached would be considered as an initial 
step in developing objectives important 
for the ongoing refinement and im­
provement of accounting standards and 
practices.
Adopting the conclusion drawn by 
many others, that the basic objective of 
financial statements is to provide infor­
mation useful for making economic deci­
sions, the Study Group determined that 
financial statements should:
• Serve primarily those users who have 
limited authority, ability, or resources to 
obtain information and who rely on fi­
nancial statements as their principal 
source of information about an 
enterprise's economic activities.
• Provide information useful to inves­
tors and creditors for predicting, compar­
ing, and evaluating potential cash flows 
to them in terms of amount, timing and 
related uncertainty.
• Provide users with information for 
predicting, comparing, and evaluating 
enterprise earning power.
• Supply information useful in judging 
management's ability to utilize enterprise 
resources effectively in achieving the 
primary enterprise goal of returning, over 
time, the maximum amount of cash to its 
owners.
• Provide factual and interpretive in­
formation about transactions and other 
events which is useful for predicting, 
comparing and evaluating enterprise 
earning power. Basic underlying assump­
tions with respect to matters subject to 
interpretation, evaluation, prediction or 
estimation should be disclosed.
• Provide information useful for the 
predictive process. Financial forecasts 
should be provided when they will en­
hance the reliability of the users' predic­
tions.
Since all economic decisions look to the 
future, it was felt that forecasts may fit the 
objectives of financial statements. It is the 
relative accuracy of the users' predictions 
with and without forecasts rather than the 
accuracy of the forecasts that should be 
considered.
The Study Group recommended three 
financial statements for predicting, com­
paring and evaluating enterprise earning 
power:
• A statement of financial position 
which provides information concerning 
enterprise transactions and other events 
that are part of incomplete earnings cy­
cles. Current values should also be re­
ported when they differ significantly 
from historical cost. Assets and liabilities 
should be grouped or segregated by the 
relative uncertainty of the amount and 
timing of prospective realization or liqui­
dation.
• A statement of periodic earnings 
which provides the net result of com­
pleted earnings cycles and enterprise ac­
tivities resulting in recognizable progress 
toward completion of incomplete cycles. 
Changes in the values reflected in succes­
sive statements of financial position 
should also be reported, but separately, 
since they differ in terms of their certainty 
of realization.
• A statement of financial activities 
which reports mainly on factual aspects of 
enterprise transactions having or ex­
pected to have significant cash consequ­
ences.
Changes in stockholders' equity and 
changes in values reflected in successive 
statements of financial position should 
also be reported, either in that statement 
or separately. Members of the Study 
Group did not agree on whether the 
changes in values should be included in a 
single earnings figure or reported sepa­
rately. Some considered it desirable but 
not practical at this time, while others 
considered it neither desirable nor practi­
cal.
The statement of financial activities 
would reflect information similar to that 
in a statement of changes in financial po­
sition except that sales backlog, purchase 
commitments, lines of credit, leases and 
other activities with likely cash conse­
quences would also be shown. The dis­
tinction made between the statement of 
earnings and the statement of financial 
activities was allocations. To measure 
earnings reported for a specific period, 
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allocations must be made between 
periods. The statement of financial ac­
tivities would not involve allocation of 
any kind and, except for estimating 
highly probable cash effects, no other es­
timates or interpretations of the signifi­
cance of events would be included.
The Study Group also considered the 
relationship between private enterprise 
and society. It was concluded that a finan­
cial statement objective was to report en­
terprise activities affecting society which 
could be determined and described or 
measured.
With regard to governmental and not- 
for-profit organizations, the objective de­
termined by the Study Group was that 
their financial statements would provide 
information to evaluate how well re­
sources were being used to attain specific 
goals. Performance measures would have 
to be quantified in terms of identified 
goals.
Finally, the qualitative characteristics 
of information included in financial 
statements were considered by the Study 
Group separately from the financial 
statement objectives. These characteris­
tics would be relevance and materiality 
(as related to the user's decision), reliabil­
ity, freedom from bias, comparability, 
consistency, understandability, and the 
recognition of substance over form.
The objectives developed by the Study 
Group are not revolutionary. Concepts 
such as the use of current values rather 
than historical cost and the furnishing of 
forecasts might be considered controver­
sial. However, the report is a starting 
point and implementation is the next 
step.
Accounting Principles Board 
Disbanded
The work of the APB was not totally com­
pleted at June 30, 1973 when it was dis­
banded and bequeathed its many prob­
lems to the Financial Accounting Stan­
dards Board. The last four opinions is­
sued by the APB have been and will be 
discussed and interpreted in other pro­
fessional publications. It is our purpose 
here to simply remind our readers of their 
effective dates. These are:
No. 28 Interim Financial Reporting
All interim periods relating to fiscal years 
beginning after December 31, 1973
Data for the comparable interim period 
of the prior year should be restated to 
conform the prior period presented with 
the current period, or the effect on the 
prior period data should be disclosed. 
No. 29 Accounting for Nonmonetary Trans­
actions
Transactions entered into after September 
30, 1973, and those recorded during a 
fiscal year which includes October 1, 1973
Transactions recorded in a fiscal year 
ended prior to October 31, 1973, should 
not be adjusted.
No. 30 Reporting the Results of Operations -
Reporting the Effects of Disposal of a Seg­
ment of a Business, and Extraordinary, Un­
usual and Infrequently Occurring Events 
and Transactions
Events and transactions occurring after 
September 30, 1973
Retroactive restatement may be made 
for previously reported events and trans­
actions occurring during the fiscal year 
which includes September 30, 1973.
When comparative statements are pre­
sented, prior period operations of discon­
tinued segments of a business may be 
reclassified as explained in the opinion.
No restatement should be made for 
other events and transactions occurring in 
fiscal years ended prior to October 1, 
1973. Appropriate disclosure should be 
made in notes to the financial statements 
for differently classified similar items and 
transactions of prior periods.
No. 31 Disclosure of Lease Commitments by 
Lessees
Fiscal periods ending on or after De­
cember 31, 1973
Required disclosures are to be made for 
all lease agreements without regard to the 
date any agreement was entered into.
Publicly held companies must also 
comply with the expanded disclosure re­
quirements of Accounting Series Release 
No. 147 issued by the Securities and Ex­
change Commission in October 1973. 
These are effective for financial state­
ments filed after November 30, 1973.
Reporting the Needs of the Investor 
(Continued from page 6)
methods are not solely for the purpose of a 
short-term rise in income but for legiti­
mate business objectives. Further, the 
differential effects of such changes should 
be described. This list of needs is long, 
and there are many problems. The Finan­
cial Accounting Standards Board has cho­
sen topics from a list of over 30 controver­
sial areas.
Analysts do not merely want more in­
formation, they want clear and unmud­
died numbers. A little less creation and a 
little from analytic description from ac­
countants would be most welcome.
Footnotes
1Robert S. Kaplan and Richard Roll, "Inves­
tor Evaluation of Accounting Information: 
Some Empirical Evidence," The Journal of Busi­
ness, April 1972.
2James Lorie and Richard Brealey, Modern 
Developments in Investment Management (New 
York: Praeger Publishers, 1972.).
3Benjamin F. King, "Market and Industry 
Factors in Stock Price Behavior," The Journal of 
Business, January 1966, Part II, pp. 139-190; and 
Stephen J. Meyers, "A Re-Examination of Mar­
ket and Industry Factors in Stock Price Be­
havior," The Journal of Finance, June 1973, pp. 
695-705.
4Leasco Corp. publishes a monthly compila­
tion called the Disclosure Journal. The informa­
tion is selected from the SEC reports. The list of 
accounting citations is long.
5Indiana Telephone Corp. Annual Report.
6Caterpillar Tractor Co. Annual Report.
7J. C. Penney Corp. Annual Report.
APB Opinion Number 22
(Continued from page 9)
principles it particularizes only account­
ing principles and methods that involve 
any of the following:
a. A selection from existing accept­
able alternatives
b. Specific industry principles and 
methods
c. Unusual or innovative applica­
tions of generally accepted ac­
counting principles.
Conclusion
APB Opinion No. 22 with its disclosure 
prescriptions must be accepted for what it 
is — a palliative for poorly defined objec­
tives and standards within the accounting 
profession. The practitioner may derive 
some comfort from realization that the 
profession has yet to mature into an 
art/science.
The new Financial Accounting Stan­
dards Board can, and will, contribute au­
thoritative guidelines that will represent 
the best interests of the economy. The 
eventual effect should be a restoration of 
prestige to the accounting profession so 
that it will be relieved of the onus of ex­
plaining away its confusion.
Footnotes
1"The impact of SEC's new disclosure 
rules, Business Week. January 6, 1973, p 58
2 Objectives of Financial Statements, (Arthur 
Andersen & Co.; Chicago, Ill., 1972), p 86
3Eldon S. Hendriksen, Accounting Theory, 
(Homewood, Illinois: Richard D. Irwin, Inc., 
1970) p 561
4R. K. Mautz and Hussein A. Sharaf, The 
Philosophy of Auditing, (AAA, 1961), p 191, 
quoted by E. S. Hendriksen, op. cit., p 561
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